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A  Research  Group,  under  the  chairmanship  of  Roy 
Jenkins,  M.P.,  was  formed  to  prepare  evidence  for  sub¬ 
mission  to  the  Royal  Commission  on  Taxation  and 
Profits.  The  Group  chose  for  itself  the  issues  with  which 
it  was  thought  important  that,  in  the  face  of  other 
evidence  known  to  have  been  submitted,  a  socialist  body 
should  deal.  The  Group’s  evidence  concentrates,  there¬ 
fore,  on  (fl)  the  effects  of  a  high  general  level  of  taxation 
on  the  economy;  {b)  company  taxation  (on  which  it  has 
some  special  proposals  about  small  companies);  and 
(c)  a  Capital  Gains  Tax. 

This  pamphlet  is  now  based  on  that  evidence  which  was 
submitted  to  the  Commission. 
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INTRODUCTION 


The  Effects  of  Taxation 

The  structure  of  taxation  is  one  of  the  most  important  instruments 
available  to  governments  for  carrying  out  their  economic  and  social 
policies.  It  should,  therefore,  be  judged  by  its  efficacy  in  furthering  these 
policies.  We  regard  the  principal  ends  which  are  relevant  to  the  problems 
of  taxation  as  securing  maximum  production,  a  just  distribution  of  income 
and  wealth,  and  the  provision  of  the  essentials  for  a  full  life  to  every 
individual  in  the  community. 

It  is  widely  agreed  that  the  present  tax  structure  has  had  a  substantial 
effect  in  two  of  these  three  respects.  The  progressive  nature  of  the  Income 
and  Profits  Tax  structure  has  considerably  lessened  the  inequalities  of 
income  after  tax.  The  high  revenue  received  provides  social  services 
which  make  generally  available  better  education,  housing,  health  and 
nutrition  than  ever  before.  What  is  frequently  disputed,  however,  is 
the  compatibility  of  the  present  tax  structure  with  maximum  production. 
The  Royal  Commission  has  received  representations  to  the  effect  that 
the  present  level  and  degree  of  progression  of  the  Income  and  Profits 
Tax  constitute  a  serious  hindrance  to  the  country’s  productive  effort. 
The  Group  suggested  that  this  criticism  is  false. 

The  experience  of  the  last  five  years  provides  no  evidence  that  the 
present  tax  structure  has  made  the  country’s  productive  effort  sluggish. 
On  the  contrary,  output  in  the  United  Kingdom  has  been  rising  very 
rapidly,  and  by  far  the  larger  part  of  the  increase  has  been  accounted 
for  by  the  greater  output  per  man.  Industrial  production  in  1950  was 
about  40  per  cent,  higher  than  in  1946,  and  agricultural  output  also  rose 
substantially.  Output  per  man  in  industry  has  risen  at  a  rate  seldom  or 
never  experienced  during  the  inter-war  period. 

Nor  is  it  a  fair  criticism  of  the  tax  structure  to  say  that  it  has  hindered 
the  expansion  of  production  indirectly,  by  making  it  difficult  for  firms 
to  re-equip  and  modernise  their  plant.  The  limiting  factors  on  investment 
since  the  end  of  the  war  have  been  physical  and  not  financial.  Private 
industry  has  been  willing  to  pay  for  considerably  more  new  plant  and 
building  work  than  it  has  been  able  to  obtain.  Taxation  cannot  be  said 
to  have  prevented  industry  from  making  full  use  of  the  resources  the 
country  has  been  able  to  devote  to  investment.  (See  also  below.) 

Financial  incentives  are  only  one  factor  affecting  the  productive 
effort.  Although  high  and  progressive  income  taxes  may  in  themselves 
tend  to  lessen  the  incentive  to  work  (although  their  effect  upon  some 
people  is  to  cause  them  to  work  harder  or  longer  in  order  to  obtain  the 


4 


TAXATION  TO-DAY 


higher  gross  income  to  maintain  their  standard  of  living),  the  social  and 
economic  policies  of  which  they  form  an  essential  part  have  been  most 
effective  in  increasing  output.  Of  these  the  most  important  contribution 
to  high  production  has  come  from  full  employment.  Not  only  is  it 
essential  to  use  the  country’s  available  manpower  to  the  full  in  order  to 
secure  the  greatest  possible  output,  but  conditions  of  full  employment 
alone  provide  the  atmosphere  in  which  maximum  individual  effort  can 
be  expected  from  workers  and  managers.  In  conditions  of  severe  un¬ 
employment  many  who  would  desire  nothing  more  than  a  chance  to 
work  are  denied  it,  and  their  fellows  hold  back  for  fear  of  working 
themselves  out  of  a  job.  Agreements  to  limit  production  multiply  and 
restrictive  practices  flourish  among  employers  and  employed. 

A  greater  equality  of  income,  towards  which  redistributive  taxation 
has  contributed  so  much,  is  perhaps  the  most  important  of  all  the  factors 
making  for  full  employment.  Those  who  ask  that  their  business  should 
enjoy  a  combination  of  the  high  and  stable  demand  of  the  ’forties  and 
’fifties  and  of  the  comparatively  low  taxation  of  the  pre-war  years,  are 
demanding  the  impossible.  The  existing  degree  of  progressiveness 
within  the  tax  structure  means  that  consumers’  purchasing  power  is  more 
widely  spread  than  before  the  war.  Since  poorer  people  tend  to  save 
less  of  their  incomes  than  richer  ones,  this  has  raised  the  level  of  con¬ 
sumers’  demand  and  also  made  it  more  stable. 

It  is  true,  of  course,  that  this  makes  the  problem  of  avoiding  inflation 
more  difficult.  But  a  full  employment  policy  necessarily  involves  creating 
a  situation  where  there  is  a  danger  of  inflation.  Looking  back  to  the 
inter-war  years,  the  over-riding  problem  was  that  of  unemployment 
arising  from  insufficient  demand,  and  it  would  be  over-sanguine  to  imagine 
that  this  problem  will  not  threaten  us  again.  Experience  has  shown  that 
demand  can  be  more  easily  curtailed  to  avoid  inflation  than  it  can  be 
stimulated  to  avoid  unemployment.  Moreover,  it  would  be  wrong  to 
regard  the  degree  of  progressiveness  of  taxation  as  a  suitable  thing  to 
vary  in  order  to  effect  changes  in  general  spending  power.  The  progres¬ 
siveness  should  be  dertermined  by  what  the  prevailing  view  is  about  a 
just  distribution  of  income.  It  is  the  general  level  of  taxation  which 
should  vary  with  the  need  to  boost  or  restrain  the  purchasing  power. 

Has  the  achievement  of  a  juster  distribution  of  income  over  the  last 
ten  years,  by  lessening  the  material  rewards  for  economic  success,  slowed 
down  economic  progress?  Of  course  a  large  part  of  the  increased  taxa¬ 
tion  has  fallen  on  unearned  incomes  and  cannot  therefore  have  damaged 
enterprise  at  all.  Even  so,  probably  the  greater  part  of  the  increase  has 
fallen  on  the  financial  rewards  in  industry  and  other  spheres  where 
income  increases  with  more  valuable  work.  In  practice  this  has  not 
produced  any  serious  hindrance  to  individual  effort  or  tempted  able 
people  to  refuse  positions  of  responsibility.  There  are  still  considerable 
differences  in  the  standard  of  life  at  the  different  stages  on  the  industrial 
ladder  or  between  the  successful  and  unsuccessful  in  any  walk  of  life. 
The  desire  for  promotion  and  greater  responsibihty  remains  strong. 

One  of  the  reasons  for  this  is  that  the  intangible  elements  of  satisfac¬ 
tion  and  prestige  are  just  as  important  incentives  as  a  bigger  income.  A 
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society  in  which  the  material  rewards  for  success  are  so  great  that  they 
are  regarded  as  unjust — however  equal  the  opportunities  to  secure  them — 
will  not  provide  the  atmosphere  in  which  the  scarce  gifts  of  outstanding 
men  and  women  will  be  put  to  the  best  advantage;  for  if  people,  quite 
rightly,  regard  very  large  incomes  as  shameful,  those  who  earn  them  will 
not  give  of  their  best. 

The  general  level  of  taxation  has  been  greatly  affected  by  the  provi¬ 
sion  of  social  services,  which  go  a  long  way  towards  making  available 
to  every  individual  the  essentials  for  a  full  life,  in  particular  in  the  fields 
of  education,  housing,  health  and  nutrition.  Such  a  high  level  of 
expenditure  on  social  services  is  necessary  because  these  basic  needs  can 
only  be  generally  satisfied  through  governmental  action.  The  increasing 
satisfaction  of  these  needs  is  a  vital  factor  in  maintaining  a  vigorous 
economic  and  social  system,  for  the  rate  of  industrial  progress  to-day 
depends  on  the  intelligence  and  awareness  of  every  individual  in  the 
community. 

A  case  cannot  be  made  out  for  saying  that  the  increasingly  egalitarian 
policies  of  which  the  tax  structure  is  an  expression  have  weakened  the 
country’s  productive  effort.  On  the  contrary,  it  is  only  by  such  measures 
that  a  firm  basis  for  economic  expansion  can  be  laid.  But  there  is  still 
room  for  constructive  criticism. 


COMPANY  TAXATION 

Company  taxation  plays  an  important  role  in  determining  the  relative 
shares  of  the  national  income  going  to  shareholders  on  the  one  hand, 
and  to  wage  and  salary  earners  on  the  other.  It  has  another  effect,  too, 
for  just  as  income  tax  affects  the  economic  behaviour  of  the  individual 
employee,  so  company  taxation  affects  the  policy  of  the  company.  Much 
current  discussion  on  company  taxation  is  badly  confused  between  these 
two  effects. 

The  standard  of  living  of  the  shareholders  depends  on  the  rate  of 
taxation  both  on  distributed  and  undistributed  profits.  The  tax  on  distri¬ 
buted  profits  directly  reduces  the  shareholders’  current  income  from  the 
company,  and  that  on  undistributed  profits  reduces  their  prospects  of 
future  income. 

In  deciding  how  much  to  put  to  reserve  companies  take  into  account 
replacement  needs  and  their  desire  for  development.  The  level  of  taxa¬ 
tion  on  undistributed  profits,  by  helping  to  determine  the  amount  which 
can  be  put  to  reserve,  is  a  big  factor  in  influencing  industry’s  demand  for 
new  capital  expenditure.  Another  is  the  amount  of  the  initial  tax-free 
depreciation  allowance.  Although  over  the  whole  life  of  an  item  of  plant 
its  original  cost  is  allowed  in  tax-free  depreciation  allowances,  the  timing 
of  these  tax  allowances,  as  determined  by  the  magnitude  of  the  initial 
allowance,  affects  the  amount  of  money  a  firm  may  need  to  borrow  and 
hence  its  willingness  to  undertake  new  investment.  Therefore  taxation 
of  undistributed  profits,  and  variations  in  the  initial  allowance  for  depre¬ 
ciation,  provide  a  fiscal  means  of  adjusting  the  demand. 
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Profits  Tax 

The  profits  tax,  despite  its  heavy  discrimination  against  distributed 
profits,  also  falls  upon  retained  profits,  of  course,  and  it  is  this  aspect  of 
the  tax  which  has  attracted  some  of  the  sharpest  criticism.  But  there  is 
no  difference  in  principle  between  this  tax  and  the  levying  of  income  tax 
at  the  standard  rate  upon  company  profits,  and  our  remarks  in  this  con¬ 
nection  may  be  taken  to  apply  to  all  aspects  of  the  taxation  of  the  retained 
profits  of  enterprise. 

Here  we  are  confronted  with  an  apparent  conflict  between  economic 
and  social  objectives.  A  major  problem  of  a  full  employment  economy 
is  that  of  securing  enough  savings  to  make  it  possible  for  the  savings  = 
investment  equation  to  be  achieved  without  inflation.  Company  savings 
make  a  direct  contribution  in  this  direction,  and  in  recent  years  they  have 
made  the  most  important  contribution.  It  might  therefore  be  agreed 
that,  from  an  economic  point  of  view,  so  long  as  inflation  and  not  deflation 
is  the  immediate  danger,  there  is  everything  to  be  said  for  pushing  them 
to  the  highest  level  possible — and  that  a  tax  which  diminishes  them  is  a 
bad  tax  (or  at  the  very  best,  an  indifferent  tax),  for  it  cannot  do  more 
than  transfer  money  from  one  form  of  saving  company  reserves,  to  another 
form  of  saving,  the  budget  surplus. 

But  retained  profits  also  swell  the  wealth  of  the  shareholders  to 
whom  they  belong.  A  policy  of  remitting  taxation  on  retained  profits 
to  the  extent  of  running  down  the  budget  surplus  to  nothing,  and  of 
depending  on  the  consequent  increase  in  company  savings  to  make  up 
the  difference  might  (subject  to  certain  exceptions  which  will  be  noted 
below)  not  be  inflationary,  but  it  would  certainly  increase  the  share  of 
the  national  income  going  to  those  who  own  ordinary  shares,  for  the 
values  of  those  would  increase  overnight,  and  both  the  present  capital 
wealth  and  the  future  income  prospects  of  their  owners  would  be  raised 
considerably. 

During  the  past  15  years  the  values  of  industrial  ordinary  shares 
have  increased  comparatively  slowly.  Even  at  the  peak  of  this  summer’s 
boom  their  index  number  has  only  been  40.6  per  cent,  above  the  July, 
1935  base — an  increase  much  less  than  in  the  price  level  and  much  less 
than  that  which  has  taken  place  in  almost  all  other  countries.  To  those 
who  welcome  the  redistribution  which  has  taken  place  in  the  past  decade, 
this  is  naturally  an  important  fact  and  one  which  they  would  be  most 
loath  to  see  disappear.  Undoubtedly  the  high  taxation  of  distributed 
profits,  and  other  restraints  which  have  been  put  upon  their  increase, 
have  had  much  to  do  with  it,  but  taxation  of  retained  profits  has  also 
been  an  important  factor. 

It  is  not  of  course  suggested  that  the  value  of  industrial  equity  shares 
can  be  influenced  by  anything  other  than  a  combination  of  present 
dividend  policy  and  future  dividend  prospects,  plus  a  small  allowance 
for  value  on  break-up — in  the  case  of  most  public  companies  a  contingency 
so  utterly  remote  as  to  be  quite  negligible.  This  raises  the  question  of 
what  would  be  our  attitude  to  retained  profits  if  an  effective  scheme  of 
dividend  limitation  were  to  be  put  into  operation.  Would  we  then  regard 
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their  reduction  by  taxation  as  wholly  unjustifiable?  The  answer  is  no. 
In  the  first  place,  many  schemes  of  dividend  limitation  would  relate 
permitted  increases  to  increases  in  earnings,  and  would  thus  preserve  a 
connection  between  retained  profits  and  the  income  of  the  shareholder. 
In  the  second  place  there  are  very  strong  and  obvious  political  reasons 
why  no  scheme  of  dividend  limitation  would  be  regarded  by  the  Stock 
Exchange  and  by  the  general  body  of  investors  as  a  permanent  scheme; 
and  without  permanence  the  divorce  between  reserves  and  share  prices 
would  not  be  achieved. 

Even  if  these  difficulties  could  be  overcome,  however,  the  case  in 
favour  of  the  taxation  of  retained  profits  would  still  not  collapse.  A 
balance  would  still  need  to  be  struck  between  the  incentive  and  the  sense 
of  independence  which  the  ability  to  finance  development  schemes  out 
of  retained  profits  gives  to  the  “  managerial  ”  company,  and  the  inevitable 
lack  of  social  control  over  investment  so  financed.  Unless  a  building 
licence  is  involved,  it  is  very  difficult  to-day  to  exercise  any  control  over 
the  direction  or  extent  of  such  investment.  Nor  can  the  savings  which 
are  used  in  this  way  be  regarded  as  always  making  a  full  disinflationary 
contribution.  They  often  stimulate  new  investment  to  cancel  out  their 
own  effect,  and  leave  any  inflationary  gap  which  there  may  be  as  wide 
as  it  would  have  been  if  they  had  never  existed.  This  would  not  be  the 
case  if  they  were  drained  off  to  swell  the  budget  surplus.  Furthermore, 
the  capital  expenditure  to  which  they  lead  may  sometimes  be  of  a  wasteful 
nature.  Those  firms  which  have  savings  available  and  which  choose  to 
employ  them,  are  not  necessarily  those  able  to  undertake  the  most  socially 
valuable  investment  projects. 

Therefore,  even  if  the  effect  on  the  distribution  of  income  and  wealth 
of  substantial  remissions  of  tax  on  retained  profits  could  be  avoided, 
there  would  still  be  much  to  be  said  for  not  encouraging  by  fiscal  means 
a  great  increase  in  the  retained  profits  of  enterprises.  But  if  investment 
resources  increase,  fiscal  steps  should  be  taken  to  see  that  private  industry 
is  able  to  maintain  its  proportion  of  command  over  these  resources. 
Indeed,  one  of  the  reasons  why  the  profits  tax  on  retained  profits  is  a 
useful  tax  is  that  its  level  can  be  raised  or  lowered,  without  the  more 
widespread  and  possibly  unwanted  effects  which  would  follow  from  a 
change  in  the  standard  rate  of  income  tax,  according  to  whether  the 
general  economic  position  required  that  industrial  investment,  as 
opposed  to  personal  consumption,  should  be  stimulated  or  damped  down. 

It  has  been  said  that  in  a  full  employment  economy  company  taxes 
largely  fail  in  their  purpose  because  they  are  treated  as  a  cost  by  those 
in  control  of  companies,  and  are  in  fact  paid  by  the  customers  and  not 
by  the  shareholders.  The  alternative  would  presumably  be  to  levy  all 
direct  taxation  upon  individuals,  and  to  hope  to  recover  (by  stiff er  rates 
on  unearned  incomes — which,  in  itself,  we  favour — see  page  13  below) 
the  revenue  which  would  be  lost.  It  is  not  clear  how  such  a  scheme,  even 
if  fully  practicable,  would  achieve  its  aim.  Directors  would  be  just  as 
likely  to  make  their  customers  pay  for  increased  dividend  distributions 
to  compensate  their  shareholders  as  for  an  increased  tax  on  retained 
profits,  A  scheme  of  dividend  limitation  would  meet  this  difficulty,  but. 
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in  so  jar  as  it  was  introduced  for  the  purpose  of  makinp  taxation  of 
retained  profits  unnecessary,  would  be  inadequate  for  the  reasons  cited 
above. 

In  any  case  increases  in  company  taxation  are  not  automatically 
passed  on  to  the  consumer.  Substantial  sectors  of  industry  are  too  com¬ 
petitive  for  this  to  happen,  and  many  other  sectors  are  subject  to  a  price 
control  which  makes  no  allowance  for  such  a  “  cost.”  The  normal  com¬ 
pany  does  not  determine  its  pricing  policy  in  such  a  way  as  to  make  it 
possible  for  accurate  allowance  to  be  made  for  an  item  such  as  profits 
tax.  Nor  does  either  the  behaviour  of  profits,  dividends  and  share  values 
over  the  past  12  years  as  a  whole,  or  their  behaviour  in  the  periods 
immediately  following  changes  in  the  level  of  profits  tax,  suggest  that 
they  are  impervious  to  the  incidence  of  company  taxation.  The  consumer 
may  sometimes  be  called  upon  to  pay  some  part  of  company  taxation, 
but  this  does  not  happen  often  enough  to  make  it  undesirable,  or  ineffec¬ 
tive  as  a  means  of  controlling  the  wealth  of  the  ordinary  shareholder. 

The  part  of  the  profits  tax  dealt  with  so  far  falls  upon  retained 
profits.  Much  more  important  is  the  part  which  falls  upon  distributed 
profits  and  to  the  differential  between  the  two  rates.  The  extent  to 
which  this  differential  encourages  conservative  distribution  policies  is  a 
matter  of  some  dispute.  It  has  been  argued  that  the  decisions  on  dividend 
policy  of  most  boards  of  directors  are  based  largely  on  such  factors  as 
the  legitimate  expectation  of  their  shareholders  and  the  necessity  of 
maintaining  the  company’s  ability  to  raise  money  in  the  capital  market, 
and  are  hardly  influenced  at  all  by  the  rate  of  profits  tax  in  operation. 
This  may  be  true  during  a  period  when  opinion  is  against  dividend 
increases,  as  in  1949  for  example.  Provided  the  profits  are  there  firms 
are  very  loath  to  reduce  dividends,  and  any  increase  in  profits  tax,  even 
though  nominally  levied  on  distributed  profits,  will  probably  be  paid  out 
of  undistributed  profits,  with  the  rate  of  dividend  remaining  steady.  But 
in  a  period  when  there  is  a  generally  upward  movement  in  dividends, 
an  increase  of  the  differential,  or  even  its  existence,  may  well  make  the 
upwards  movement  less  pronounced  than  it  would  otherwise  be. 

Preference  Shares 

One  aspect  of  the  distributed  profits  tax  in  our  view  needs  alteration, 
not  so  much  because  it  is  inequitable  as  because  it  is  undesirable  in  its 
consequences.  This  is  the  levying  of  the  tax  upon  preference  share 
dividends  but  not  upon  payments  of  loan  interest.  The  arrangement 
provides  a  substantial  deterrent  to  the  issue  of  new  preference  shares. 
This  is  unfortunate,  for  preference  shares  present  to  industry  the  advan¬ 
tage  of  a  form  of  capital  which  is  almost  as  cheap  as  loan  finance,  but 
which  does  not  put  industry  in  a  debtor  position.  Furthermore,  prefer¬ 
ence  shares  are  a  form  of  security  highly  acceptable  to  financial  institutions 
(particularly  if  they  are  redeemable  within  a  fixed  period),  and  this  point 
is  the  more  important  in  view  of  the  replacement  of  the  private  investor 
by  the  financial  institution  as  the  chief  source  of  industrial  capital. 

Profits  tax  should  not  therefore  be  levied  on  payments  of  dividend 
on  preference  share  issues  which  do  not  carry  participating  rights.  The 
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revenue  lost  by  this  change  should  be  made  up  by  whatever  small  increase 
in  the  rate  payable  on  ordinary  dividends  is  necessary.  It  is  already 
the  ordinary  shareholder  who  in  fact  pays  the  tax,  even  though  it  is 
nominally  attributed  to  preference  shareholders.  This  new  arrangement 
would  merely  make  him  do  so  in  a  way  which  would  not  discriminate 
against  preference  shares  as  opposed  to  other  fixed  interest  capital.  The 
only  practical  upset  which  would  result  from  the  change  would  be  a 
worsening  in  the  market  standing  of  those  companies  with  little  or  no 
preference  share  capital,  relative  to  those  with  a  good  deal.  As  the  open¬ 
ing  of  a  gap  between  these  two  types  of  company  in  recent  years  has  been 
an  entirely  fortuitous  effect  of  the  profits  tax,  for  which  no  good  reason 
could  be  given,  a  reversal  of  the  trend  would  help  to  correct  a  small 
injustice. 


THE  “DEPLETION  OF  CAPITAL”  CHARGE 

The  Royal  Commission  will  no  doubt  be  looking  into  the  allegation 
that  the  present  system  of  company  taxation  is  preventing  industry  from 
“  maintaining  its  capital  intact  ”  at  a  time  when  prices  are  rising.  Discus¬ 
sion  of  this  matter  is  often  vitiated  by  confusion  between  two  different 
ideas. 

The  first  is  that  an  individual  firm,  or  industry  as  a  whole,  is  not 
replacing  its  fixed  assets  as  they  wear  out  (or  their  stocks  as  they  are  sold) 
with  the  consequence  that  the  physical  capital  of  the  firm,  or  industry  as 
a  whole,  is  declining.  The  second  idea,  which  is  to  a  large  extent  a 
separate  one,  is  that  companies  are  unable  to  maintain  their  physical 
capital  intact  in  face  of  rising  prices  without  recourse  to  new  finance,  so 
that  the  physical  equivalent  of  their  existing  money  capital  is  reduced. 

As  to  the  first  issue  it  is  clearly  quite  wrong  to  allege  that  the  tax 
system  is  preventing  industry  from  maintaining  its  physical  capital  intact 
(or  even  that  high  taxation  is  an  effective  limitation  on  expansion).  The 
limiting  factors  on  fixed  investment  since  the  war  have  not  been  financial. 
Companies  have  been  willing  to  spend  much  more  on  investment  than 
limitation  of  supplies  has  allowed.  Building  work  has  been  limited  by 
the  licensing  system  and  the  demand  for  machinery  has  been  in  excess 
of  the  supplies  available.  Thus  the  amount  of  fixed  investment  in  private 
industry  has  been  held  down  by  direct  and  indirect  controls  and  shortages, 
not  by  the  severity  of  corporate  taxation.  The  further,  and  separate 
issue  as  to  whether  a  sufficiently  high  proportion  of  the  nation’s  resources 
have  been  devoted  to  fixed  investment  in  private  industry,  is  outside  the 
scope  of  this  enquiry. 

There  seems  no  support  for  the  allegation  that  excessive  taxation 
or  credit  stringency  has  prevented  firms  from  maintaining  their  working 
capital  intact  or  from  increasing  the  volume  of  their  stock  as  production 
increased.  The  estimates  of  the  value  of  physical  increase  in  stocks  and 
work  in  progress,  published  in  this  year’s  National  Income  White  Paper, 
show  estimates  of  £200m.,  £2 15m.  and  £115m.  in  1948,  1949  and  1950 
respectively.  Thus  the  volume  of  stocks  in  the  whole  economy  has  been 
rising,  and  there  is  no  reason  to  think  that  private  industry  has  not  shared 
in  this  increase. 
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The  second  possible  meaning  of  the  allegation — that  companies 
cannot  maintain  their  physical  capital  intact  without  fresh  borrowing — 
is  a  quite  distinct  one  from  that  just  discussed.  It  involves  a  point  of 
principle.  In  the  first  case  the  issue  is  whether  tax  free  depreciation 
allowances  should  be  based  on  the  original  cost  of  equipment,  or  the 
replacement  cost.  In  the  second,  it  is  whether  the  increases  in  value  of 
stock  due  to  higher  prices  (which  when  realised  are  regarded  as  trading 
profit  for  accounting  purposes)  should  be  treated  as  taxable  income. 
Provision  for  tax  allowance  is  at  present  only  made  for  maintaining  the 
initial  sum  of  money  spent  on  working  capital. 

In  the  case  of  both  the  proper  treatment  of  depreciation  allowances 
and  stock  appreciation  for  taxation  purposes,  the  issue  is  whether,  when 
prices  are  rising,  the  company’s  taxable  income  should  be  reckoned  after 
allowance  for  maintaining  the  original  financial  capital  intact  (as  at 
present)  or  after  allowance  for  the  current  cost  of  maintaining  real  capital 
intact  {i.e.  allowing  for  the  changes  in  prices). 

In  our  opinion  the  present  principle  is  the  correct  one.  The  issue 
involved  is  the  limited  one  of— what  is  fair  financial  treatment  for  com¬ 
panies  and  hence  for  ordinary  shareholders.  The  question  is  whether  a 
person  who  subscribes  a  certain  sum  to  finance  a  company  should  have 
a  right,  expressed  by  the  treatment  of  the  company’s  income  for  tax 
purposes,  to  expect  the  money  value  of  his  holding — and  hence  the  income 
derived  from  it — to  increase  in  step  with  rising  prices.  We  do  not  think 
the  tax  system  should  be  adjusted  to  give  this  compensation  for  rising 
prices  as  of  right.  All  the  various  kinds  of  money  income  subject  to 
taxation  have  their  real  value  decreased  by  rising  prices. 

The  Millard  Tucker  Committee  made  this  point  when  discussing 
schemes  for  revalorising  fixed  assets,  which  they  said,  “  involve  giving 
preferential  treatment  to  the  owners  of  businesses  as  against  other  classes 
of  taxpayer.  The  non-trader  who  saved  a  sum  of  money  before  the  war 
and  invested  it  in  Government  securities  or  other  fixed  interest-bearing 
securities,  finds  that  it  is  now  worth,  in  terms  of  real  value,  a  half  or  a 
third  of  what  it  was  worth  when  he  invested  it,  but  he  remains  liable  to 
tax  on  the  full  income  from  that  and  other  sources;  he  does  not  get,  and 
would  not  be  given  within  the  framework  of  the  existing  Income  Tax 
System,  any  allowance  for  the  loss  of  capital  or  income.  The  pensioner 
who  draws  his  pension  from  a  superannuation  fund  to  which  he  has 
contributed  over  his  working  life,  may  find  that  the  real  value  of  his 
pension  is  far  less  than  the  real  value  of  the  contributions  that  he  and 
his  employers  have  made.” 

Hence,  even  in  the  case  of  unincorporated  businesses,  it  would  not 
be  proper  to  offset  the  effect  of  rising  prices  by  calculating  depreciation 
allowances  on  a  replacement  cost  basis  (or  removing  the  tax  liability  on 
stock  appreciation).  But  in  the  case  of  companies,  the  fact  that  a  sub¬ 
stantial  part  of  company  finance  is  raised  by  debenture  and  preference 
stock  further  strengthens  the  case  against  such  a  course.  For  if  the  tax 
system  is  deliberately  designed  to  enable  companies  to  replace  their 
physical  assets  at  higher  prices  without  raising  new  finance,  the  ordinary 
shareholders  will  benefit  substantially  from  rising  prices  on  this  count 
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alone.  The  money  value  of  the  physical  assets  and  hence  their  earning 
power  will  rise  with  the  price  level,  while  debenture  interest  and  prefer¬ 
ence  dividend  (where  the  full  dividend  is  being  paid)  will  remain  constant 
in  money  terms  and  the  earnings  available  for  distribution  to  ordinary 
shareholders  will  be  increased  by  more  than  prices.  We  do  not  regard 
the  ordinary  shareholder  as  unfairly  penalised  by  rising  prices,  and  we 
do  not  think  that  the  tax  system  needs  adjusting  on  this  account. 

In  practice,  it  is  agreed,  a  considerable  part  of  the  increase  in  cost 
of  maintaining  fixed  and  working  capital  intact  is  met  out  of  taxed  profits. 
But  we  see  no  objection  in  principle  to  this  or  to  companies  having  to 
issue  new  shares  or  their  borrowing  from  the  banks,  when  the  cost  of 
capital  goods  or  stock  has  risen. 

If  new  money  is  raised  by  inviting  subscriptions  to  new  shares  in 
order  to  meet  the  increased  cost  of  replacement,  it  will  mean  that  the 
physical  equivalent  of  the  original  shares  will  be  diminished.  But  such 
inability  “  to  maintain  capital  intact  ”  does  not  of  course  imply  any 
decrease  in  actual  physical  capital  as  is  often  suggested.  Similarly  in 
the  case  of  working  capital,  when  prices  are  rising  sharply,  the  increased 
finance  necessary  may  in  certain  circumstances  have  to  be  obtained  by 
increased  borrowing.  But  that  is  no  reason  why  the  volume  of  working 
capital  should  decline. 

The  dispute  is  really  about  the  income  that  people  derive  from  com¬ 
panies,  and  the  value  of  their  capital  holdings.  This  means  that  criticism 
of  the  present  treatment  of  depreciation  allowances  and  stock  appreciation 
can  only  be  sustained  if  it  is  shown  that  equity  shareholders  are  unfairly 
treated  as  compared  with  the  rest  of  the  community,  at  a  time  of  rising 
prices;  and  this  has  not  been  and  cannot  be  done. 

CONCESSIONS  TO  SMALL  COMPANIES 

We  recommend  certain  tax  concessions  for  small  companies  which,  in 
contrast  to  the  large  company,  must  rely  almost  exclusively  on  retained 
profits  for  their  permanent  capital.  The  reason  for  this  is  that  most  lend¬ 
ing  institutions  consider  such  companies  to  be  bad  credit  risks  because :  — 

(i)  Their  inability  to  raise  permanent  capital  keeps  them  in  a  con¬ 
dition  of  having  little  to  offer  in  the  way  of  security;  they  rely 
on  bank  and  trade  credits  to  finance  their  business  and  they 
often  economise  in  expenditure  on  business  premises.  Their 
net  assets  are  consequently  small  and  the  bricks  and  mortar 
element  in  these  assets  may  not  be  sufficiently  solid  to  inspire 
confidence  in  the  lender; 

(ii)  The  cost  to  the  lending  institutions  of  investigating  and  nego¬ 
tiating  the  provision  of  permanent  capital  to  a  small  company 
generally  outweighs  the  return  on  the  investment.  Such  invest¬ 
ments  are  more  costly  in  time  and  money  than  they  are  worth, 
even  if  the  risk  of  loss  is  discounted.  When  this  risk  is  taken 
into  the  lender’s  calculation,  as  it  should  be,  the  short  average 
life  of  the  small  company  must  make  the  provision  of  perma¬ 
nent  capital  to-day  a  largely  uncommercial  transaction. 
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The  small  company  must,  therefore,  rely  to  a  very  large  extent  on 
its  own  profits  to  maintain  or  expand  its  fixed  and  working  capital — in 
short,  to  survive  in  the  long  run.  We  believe  there  are  a  number  of  good 
reasons  for  ensuring  that  a  small  comipany  does  in  fact  survive :  — 

(a)  A  substantial  part  of  British  industry  is  at  present  in  the  hands 
of  a  great  number  of  small  concerns  whose  decline  would 
cause  a  considerable  amount  of  economic  loss — in  the  sense 
that  organisation,  know-how,  special  adaptation  to  particular 
markets,  etc.,  would  be  dissipated  and  not  necessarily  replaced. 

(b)  The  rise  of  small  firms  stimulates  competition  amongst  the 
existing  leaders  of  business,  which  without  pressure  from  below 
might  grow  too  comfortable,  secure  and  unenterprising.  It  is 
certainly  not  the  rule  for  small  firms  to  grow  to  any  size,  but 
this  does  happen  sufficiently  frequently  to  provide  a  reason 
for  supporting  the  existence  of  the  species. 

(c)  It  may  be  true  that  it  is  not  often  that  the  small  firm  will  come 
forward  with  a  new  idea  or  an  enterprising  commercial  venture. 
But  the  fact  that  this  happens  occasionally  justifies  belief  in 
the  small  firm  as  a  necessary  element  in  those  forces  which 
make  for  economic  progress. 

(d)  There  will  remain  a  need  for  small  units  in  industry.  They 
are  necessary  in  certain  trades  on  the  ground  of  economic 
efficiency,  and  elsewhere  because  of  the  psychological  advan¬ 
tages  of  working  in  small  groups,  in  order  to  harness  the  talents 
of  those  who  will  work  best  without  any  superiors.  The  small 
company  is  likely  in  the  future  to  become  a  more  important 
representative  of  private  industry,  while  the  large  private 
corporation  has  been  tending  to  be  replaced  by  public  Dodies. 

We  suggest,  therefore,  that  in  order  to  help  the  development  of  small 
companies,  they  should  be  treated  more  favourably  than  large  ones  in 
respect  of  depreciation  allowances.  Our  suggestion  is  that  small  com¬ 
panies  shoula,  in  normal  times,  receive  larger  tax-free  initial  allowances 
lor  expenditure  on  plant  and  machinery  than  larger  firms,  hbr  example, 
the  concession  nught  apply  to  firms  wnose  profits  (as  assessed  for  income 
and  Profits  Tax  before  allowances  for  depreciationj  were  under  jtlo,UOO 
per  annum.  Ifiese  would  be  allowed  a  lUO  per  cent,  initial  allowance  on 
tneir  first  £3,000  expenditure  on  plant  and  machinery  each  year,  say 
66|  per  cent,  on  the  second  £3,000,  and  then  the  remainder  at  the  same 
rate  as  other  companies  (assuming  these  to  be  in  the  region  of  20  to 
40  per  cent.).^' 

Such  a  scheme  seems  an  appropriate  way  to  meet  the  difficulty  in 
borrowing  experienced  by  small  nrms.  It  is  a  proposal  for  deferring  part 
of  their  tax  payments  as  compared  with  other  companies,  and  they  are 

*  Marginal  provision  would  have  lo  be  made  for  p.oliis  just  over  £15,000  to 
obviate  a  situation  in  which  smaller  profits  belore  tax  eoulU  mean  larger  profits 
net  of  tax. 
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thus  in  effect  giving  them  an  interest-free  loan  from  the  Revenue.  We 
suggest  that,  when  the  general  economic  position  makes  possible  the 
restoration  of  initial  allowances,  such  a  differential  should  be  put  into 
operation. 


TAX  ON  EARNED  AND  UNEARNED  INCOME 

*  Under  the  present  Income  Tax  System,  the  distinction  in  the  rates 
of  tax  between  earned  and  unearned  incomes  is  made  by  means  of  the 
earned  income  allowance,  whereby  ^  of  earned  income  up  to  a  limit 
of  £2,000  is  tax  free.  This  particular  mode  of  distinction  has  the  psycho¬ 
logical  disadvantage  of  making  the  marginal  rate  of  taxation  on  earned 
incomes  appear  higher  than  it  actually  is.  Whereas  the  standard  rate  of 
tax  on  earned  income  is  in  effect  |  of  9s.  6d.  or  7s.  7d.,  it  is  widely 
regarded  as  9s.  6d.  Without  any  change  in  the  actual  tax  the  same  effect 
would  be  obtained  by  abolishing  the  earned  income  allowance  and 
instituting  two  separate  standard  rates  of  tax  on  earned  and  unearned 
incomes  of  7s.  7d.  and  9s.  6d.  respectively.  We  recommend  that  this 
separation  should  be  made  and  the  rates  on  earned  and  unearned 
incomes  subsequently  varied  independently  whenever  this  was  thought 
appropriate.  It  seems  to  us  in  principle  desirable  that  there  should  be 
distinctive  rates  of  taxation  on  earned  and  unearned  income,  and  that 
taxation  on  the  rentier  might  be  increased  in  certain  circumstances  with¬ 
out  raising  the  earned  income  rate.  Tax  rates  on  small  unearned  incomes 
of  old  people  should  continue  to  have  special  treatment,  and  pensions 
should  be  classed  as  earned  income. 


A  CAPITAL  GAINS  TAX  IN  BRITALN 

The  present  system  of  Income  and  Profits  Tax  does  not  tax  money  made 
in  the  form  of  capital  gains.  We  consider  that  it  is  unjust  and  undesirable 
that  this  form  of  making  money  should  not  be  taxed  while  earned  and 
unearned  incomes  are.  It  is  incongruous  that  the  money  made  by  buying 
and  selling  securities,  business  and  property,  which  may  easily  exceed  an 
individual’s  other  income,  should  escape,  whilst  his  earned  income  is 
subject  to  heavy  Income  and  Surtax.  Perhaps  it  should  be  made  clear 
that  the  case  for  such  a  tax  does  not  rest  on  the  idea  that  capital  gains 
are  necessarily  a  wrong  or  anti-social  form  of  money-making,  any  more 
than  the  case  for  taxing  income  rests  on  the  idea  that  incomes  are  wrong. 

Such  a  tax  could  be  assessed  on  the  increase  in  value  of  capital  held 
by  individuals  whether  realised  or  not.  Or  it  could  be  levied  solely  on 
the  capital  gains  actually  realised.  The  advantage  of  the  former  alterna¬ 
tive  would  be  that  the  tax  liability  would  not  be  affected  by  whether  the 
investment  were  held  or  sold.  There  would  not  be  the  incentive,  which 
arises  when  only  realised  gains  are  taxed,  to  hold  investments  which  were 

*  This  section  was  written  before  the  1952  Budget.  Its  principles  are,  never¬ 
theless,  still  relevant  and  similar  figures  can  be  calculated  allowing  for  changes 
made  in  the  Budget. 


14 


TAXATION  TO-DAV 


increasing  in  value  whilst  selling  those  which  had  fared  worst,  in  order 
to  reduce  the  tax  liability.  Because  the  tax  liability  in  relation  to  the 
total  gain  in  individual  capital  holdings  would  not,  in  the  former  alterna¬ 
tive,  vary  according  to  whether  the  gain  was  realised  {i.e.  depend  on 
subsequent  switches),  this  form  of  tax  might  be  regarded  as  more  equit¬ 
able. 

On  the  other  hand,  a  tax  levied  solely  on  realised  gains  has  the 
advantage  that  it  falls  on  people  when  they  are  actually  realising  cash 
which  they  are  likely  to  spend.  It  has  thus  a  greater  disinflationary  effect 
in  restraining  spending  and  is  the  more  logical  extension  of  the  existing 
system  of  income  taxation.  There  is,  in  addition,  a  very  strong  and 
probably  over-riding  administrative  case  in  favour  of  the  latter  alternative 
of  taxing  only  realised  gains,  in  that  to  do  so  would  involve  much  less 
work  in  assessment.  A  tax  on  all  gains  would  necessitate  valuing  the 
whole  of  an  individual’s  capital  holding  every  year.  In  the  case  of 
business  interests  and  property  this  would  be  very  laborious  and  might 
involve  an  expenditure  of  effort  entirely  out  of  proportion  to  the  revenue 
raised.  A  tax  on  realised  gains,  however,  could  be  assessed  entirely 
on  prices  actually  paid  or  obtained  (with  certain  complications  in  the  case 
of  holdings  in  unincorporated  business). 


Long-term  and  Short-term  Gains 

In  determining  suitable  rates  of  taxation  for  realised  capital  gains 
two  considerations,  which  are  to  some  extent  mutually  opposed,  have 
to  be  taken  into  account.  In  the  case  of  gains  which  result  from  month- 
to-month  purchases  of  stocks  and  shares,  the  profit  derived  can  properly 
be  regarded  as  akin  to  income  and  taxed  at  the  same  rates  as  other  income. 
On  the  other  hand,  with  gains  which  are  obtained  as  a  result  of  selling 
an  investment  which  has  been  held  for  several  years,  another  consideration 
becomes  important :  that  is,  the  obvious  point  that  the  tax  hits  a  person 
if  for  some  reason  or  other  he  wants  to  realise  part  of  his  holding  (quite 
possibly  to  reinvest  it)  but  not  if  he  keeps  it  in  the  existing  form.  Thus 
such  a  high  rate  of  tax  as  that  levied  on  income  would  be  too  high  for 
the  taxation  of  longer-term  capital  gains. 

If  gains  which  are  not  realised  are  not  to  be  taxed,  then  the  rate  of 
tax  on  those  which  are  cannot  be  very  high.  But  this  objection  can  be 
greatly  reduced  by  ruMng  that,  contrary  to  American  practice,  when  a 
person  dies,  his  estate  should  be  assessed  for  capital  gains  tax  before 
being  assessed  for  death  duties.  This  would  leave  an  incentive  to  people 
not  to  realise  their  capital  gains  by  selling  investments  during  their  life¬ 
time  and  thus  have  a  restraining  effect  on  expenditure  out  of  capital.  At 
the  same  time  it  would  prevent  people  from  circumventing  the  tax  by 
borrowing  (on  the  security  of  their  investments)  sums  that  they  would 
not  have  been  able  to  obtain  had  their  capital  not  appreciated. 

We  suggest  that  long-term  and  short-term  gains  should  be  treated 
separately,  as  in  the  Federal  gains  tax  in  the  U.S.A.  There  a  long-term 
gain  is  defined  as  a  gain  derived  from  assets  held  for  more  than  six 
months.  We  think  that  a  period  of  twelve  months  might  be  suitable. 
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Short-term  gains  could  be  added  to  income  and  taxed  as  such.  Long¬ 
term  gains  could  be  taxed  at  a  separate  rate. 


Capital  Losses 

In  each  case  provision  would  have  to  be  made  for  off-setting  losses 
against  gains.  The  American  provision  is  that  losses  can  be  set  against 
gains  plus  $1,000  of  other  income,  and  that  a  net  capital  loss  can  be 
carried  over  into  later  years,  but  not  beyond  the  fifth  year  after  that  in 
which  the  loss  was  incurred.  In  order  to  remove  any  incentive  to  realise 
capital  losses  so  as  to  reduce  the  tax  liability  on  ordinary  income,  we  feel 
that  there  should  be  no  provision  for  off-setting  capital  losses  against 
ordinary  income. 

As  to  the  period  during  which  losses  can  be  carried  over,  we  do  not 
think  that  it  should  be  as  long  as  six  years.  The  longer  the  period  the 
less  effective  the  tax  becomes.  If  a  period  of  itising  capital  values  follows 
a  period  in  which  they  have  fallen,  the  off-setting  provisions  tend  to  result 
in  people  not  having  to  pay  on  gains  because  of  the  losses  they  have 
previously  made.  This  is  only  fair  in  the  short  run,  but  after  a  certain 
time  has  passed  losses  are  accepted  as  something  over  and  done  with. 
Current  gains  are  not  then  primarily  regarded  as  a  restoration  of  previous 
values,  and  if  realised  they  may  be  spent  as  freely  as  if  there  had  been 
no  losses,  say,  three  or  four  years  ago.  We  therefore  think  that  the  off¬ 
setting  period  should  be  limited  to  three  years,  i.e.  two  successive  years 
after  the  net  loss  was  incurred. 


Rates  of  Tax 

The  appropriate  rate  at  which  to  levy  tax  on  short-term  gains  is  the 
rate  of  Income  and  Surtax  prevailing  at  the  time.  The  rate  of  tax  on 
long-term  gains  should  also  be  progressive,  increasing  with  the  size  of 
the  gain.  Allowance  must  be  made,  however,  for  the  time  over  which 
the  gain  has  been  made  so  that  a  single  gain  made  over  a  period  of,  say, 
ten  years  should  not  be  more  heavily  taxed  than  five  separate  gains  spread 
over  the  same  period  with  the  same  total.  Thus  the  scale  of  progression 
should  refer  to  the  gain  divided  by  the  number  of  years  over  which  it 
was  made. 

The  actual  scale  of  progression  must  depend  to  some  extent  on  the 
circumstances  at  the  time  and  the  level  of  other  income  and  capital  taxes. 
But  the  kind  of  scale  we  have  in  mind  might  have  three  steps  with  rates 
of  tax  up  to  10  per  cent,  on  gains  per  year  from  £100  to  £250;  30  per  cent, 
from  £250  to  £1,000,  and  thereafter  50  per  cent.  All  long-term  gains 
below  £200  in  absolute  amount  would  be  excluded. 

Such  a  tax  would  be  levied  on  gains  realised  from  all  forms  of  invest¬ 
ment:  stocks  and  shares,  property  and  private  business  interests.  In 
the  first  two  cases  a  clearly  definable  price  will  have  been  paid  for  the 
investment  upon  which  a  gain  is  reahsed  when  it  is  sold,  or  if  the  invest¬ 
ment  was  inherited  it  will  have  been  valued  when  it  changed  hands. 

In  the  case  of  money  obtained  from  selling  an  unincorporated  busi- 
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ness,  it  is  difficult  to  determine  the  capital  gain.  It  would  not  be  altogether 
fair  merely  to  deduct  the  cost  of  the  original  assets  purchased.  The 
owners’  private  savings  would  then  theoretically  be  subject  to  capital 
gains  tax  if  they  were  used  to  expand  the  business,  but  not  if  they  had 
been  kept  in  the  bank.  The  object  of  the  tax  is  not  to  tax  a  growth  in 
individual  wealth  resulting  from  an  expansion  of  assets  bought  from 
savings,  but  only  from  a  growth  in  value  of  existing  assets.  Such  savings 
which  have  already  been  assessed  for  individual  income  tax  and  are 
ploughed  back  into  unincorporated  enterprises  should  in  principle  be 
deductible  from  the  capital  gain. 

To  achieve  this,  “  capital  expenditure  ”  by  such  businesses  would 
have  to  be  recorded.  But  in  practice  little  distinction  is  made  in  small 
businesses  between  small-scale  capital  and  current  expenditure.  Expen¬ 
diture  which  might  strictly  be  regarded  as  capital  (and  hence  not  deduct¬ 
ible  before  Income  Tax  is  assessed)*is  lumped  in  with  current  expenditure. 
Thus  business  improvements  may  be  made  out  of  untaxed  earnings — 
except  in  the  case  of  purchase  of  larger  assets  (such  as  new  buildings  and 
machines)  which  it  is  perfectly  practicable  to  record.*  The  capital  gain 
on  selhng  a  private  business  is  thus  the  sum  realised  less  the  original 
price  together  with  recognisable  capital  expenditure. 

It  might  seem  at  first  sight  that  the  taxation  of  capital  gains  realised 
from  selhng  shares  in  companies  leads  to  unfair  double  taxation  of  savings 
ploughed  back  into  the  business — an  injustice  in  the  case  of  unincor¬ 
porated  enterprises.  This  is  not  so. 

Undistributed  profits  used  to  purchase  capital  assets  and  hence 
increase  the  value  of  shareholders’  investment  in  the  company  are  not 
subject  to  individual  taxation,  but  only  to  corporate  taxation.  It  is  only 
by  a  capital  gains  tax,  assessed  on  an  individual  basis,  that  companies’ 
earnings  saved  in  this  way  can  be  prevented  from  being  passed  on  to 
the  shareholder  free  from  any  personal  taxation.  Their  subjection  first 
to  corporate  taxation  in  the  form  of  Profits  Tax  and  Income  Tax  on 
undistributed  profits,  and  then  to  personal  taxation  of  capital  gains,  is 
more  favourable  treatment  than  that  meted  out  to  distributed  profits 
which  are  subject  first  to  distributed  Profits  Tax  at  a  higher  rate  and  then 
to  Income  and  Surtax  assessed  on  a  personal  basis.  Indeed,  the  large 
individual  shareholders  would  probably  still  pay  considerably  less  tax 
on  the  money  ultimately  accruing  to  them  in  the  form  of  long-term  capital 
gains  than  on  currently  distributed  profits. 


Special  Cases — Houses  and  Pools 

We  think  that  capital  gains  on  the  sale  of  owner-occupied  houses 
should  be  exempt  from  tax  if  the  money  is  used  to  buy  another  within 
three  years.  The  owner  will,  in  general,  only  sell  his  house  in  order  to 
purchase  another.  A  capital  gain  on  the  sale  of  his  existing  house  will 
probably  be  the  result  of  a  general  rise  in  the  price  of  houses,  so  that  his 

*  The  fact  that  these  purchases  may  have  been  financed  by  bank  advances  and 
not  out  of  savings  does  not  affect  the  issue,  because  when  the  business  is  sold  such 
loans  reduce  the  net  worth  and  the  net  effect  is  the  same. 
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new  house  will  be  correspondingly  more  expensive.  To  tax  the  gain  would 
unfairly  penalise  those  who  moved  house  and  would  undesirably  restrict 
people’s  mobility. 

As  to  whether  gains  from  betting  or  football  pools  should  be  included 
for  assessment  in  such  a  capital  gains  tax,  we  have  no  strong  views  in 
principle.  But  it  does  seem  quite  impracticable  administratively  to  deter¬ 
mine  such  net  winnings  and  assess  their  liability  to  taxation  on  a  personal 
basis  when  accruing  to  thousands  or  hundreds  of  thousands  of  people. 
Taxation  on  such  winnings  should  continue  as  at  present  to  be  levied  at 
the  source,  and  not  on  a  personal  basis. 

*  :!! 

To  sum  up,  a  tax  on  realised  capital  is  a  desirable  and  practicable 
extension  of  the  existing  system  of  income  taxation.  We  suggest  that 
net  gains  made  on  assets  held  for  less  than  12  months  should  be  added 
to  other  income  for  the  purpose  of  assessment  for  Income  and  Surtax. 
Long-term  gains  should  be  assessed  on  a  lower  progressive  scale  based 
on  the  gain  per  year  the  asset  has  been  held.  Capital  losses  could  be 
offset  against  capital  gains,  but  not  other  income,  and  net  losses  carried 
forward  into  two  successive  years.  When  they  die  people’s  estates  should 
be  assessed  for  capital  gains  before  payment  of  Death  Duties. 
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